with this reasoning is the assumption that the cen-
tralized agency can buy everything at the lowest
price. In fact, a single agency is more likely to pay a
higher price, because there is no immediate basis
for the kind of comparisons available to more imme-
diate overseers and hence less incentive to manage
diligently.l4

William Niskanen, formerly a member of the Presi-
dent's Council of Economic Advisors, has done a theoreti-
cal analysis that is relevant to the procurement centraliza-
tion proposal. In his landmark work, Bureaucracy and
Representative Government, Niskanen considers what
might happen if a centralized bureaucracy were to assume
responsibility for providing a public-sector product or
service.15 His analysis begins with the assumption that the
bureau possesses a monopoly over the product or service it
supplies. The bureaucratic monopolist is in a somewhat
different position from the private-sector monopolist, how-
ever. The latter tries to produce the output level that
maximizes profit, the difference between total revenue
from sales and total cost of production.16 A bureaucrat, on
the other hand, does not have property rights to the bu-
reau's fiscal residuum, the difference between tax dollars
collected for provision of the public good or service and
the minimum cost of producing that good or service. Con-
sequently, bureaucrats can capture the fiscal residuum only
indirectly through budget expansion. The bureau's objec-
tive, therefore, is budget maximization.17

Niskanen argues that the source of the bureau's monop-
oly power is the budgetary process itself. A bureau bar-
gains with legislative appropriations committees on the ba-
sis of a total budget. Whereas a private-sector monopolist
offers units of output at a price, the bureau offers a partic-
ular level and mix of total output in exchange for a budget.
It would seem, however, that the fiscal purchaser, that is,
the legislature, must buy at an all-or-nothing price.18

The hypothesis is that the bureau can, and will, exploit
the full "profit" from its monopoly and then use this fiscal

l*Stocftfisch,  "Removing the Pentagon's Perverse Budget In-
centives," p, 2.

William A. Niskanen, Bureaucracy and Representative Gov-
ernment (Chicago: Atdine-Atherton, 1971). Also see William A.
Niskanen, "Bureaucrats and Politicians," Journal of Law and
Economics, December 1975, pp. 617-643,

For further discussion of the neoclassical economic theory of
the monopoly firm, see any microeconomics textbook, for exam-
ple, Edgar K. and Jacquelene M. Browning, Microeconomic
Theory and Applications (Boston: Little, Brown and Company,
1983), pp. 303-33L

"Niskanen, Bureaucracy, P. 114

"Ibid., p. 25.

residuum to "subsidize additional production which, from
the standpoint of Congress, is actually not worth its
costs."19 By definition, this total output is socially ineffi-
cient. In reality, however, the assumption of a take-it-or-
leave-it bureaucratic bargaining strategy, one of the cor-
nerstones of Niskanen's analysis, would appear to be
implausible. Nevertheless, for reasons that will become
clear shortly, Niskanen's theory provides insights into the
weapon system procurement process.

As a general proposition, the legislature can always use
the threat of budget cuts to compel an agency to produce a
particular output level or mix. Whether or not this particu-
lar level or mix even approximates one that is socially effi-
cient is, of course, unknown. And information required for
knowledgeable decisions about socially desirable output
levels or mixes is not a free good. Acquiring knowledge
about actual costs of different production levels or mixes is
itself costly, if only in terms of the time and effort in-
volved. Obtaining it becomes even more costly due to the
bureau's tendency to further its own ends by obscuring
such information.20 But the implausibility of Niskanen's
assumption about bureaucratic bargaining strategy does not
necessarily vitiate his overproduction (budget expansion)
hypothesis.

Whether or not one bureau has centralized authority for
procuring weapon systems, pulling and hauling among
competing procurement interests within DoD will inevita-
bly occur. (Of course, Congress and congressional staff
are players in this arena, too, but a discussion of their role
is beyond the scope of this article.) Other things being
equal, the greater the decentralization of procurement au-
thority, the more likely it is that the strengths and weak-
nesses of competing arguments will surface. In the battle
over limited budgetary resources, each group will attempt
to cast its own case in the most favorable light and, if only
by inference, to discredit that of its competitors. As a re-
sult, the taxpayers' elected representatives will have more
information on which to base appropriations decisions.21
If, on the other hand, procurement authority is the ex-
clusive prerogative of just one bureau, such competition
will tend to go underground. For it will be in the bureau's
self-interest to suppress negative and highlight only posi-
tive information. Stockfisch has summarized the situation:
To the extent that it is a motivation of a government
agency or bureau to maximize its budget, its infor-
mation and reporting system cannot help but be in-
fluenced by this incentive. If the [bureau's] budget

"Richard B. McKenzie and Gordon Tullock, The New World
of Economics (Homewood, IL: Irwin, 1975), p, 206.
20Niskanen, Bureaucracy, p. 29.
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